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ABSTRACT 

The major objective of this study was to 

determine whatever relationships exist between yields 

and prices of quoted securities in the Nigerian Capital 

Market. When considering all quoted securities, the 

study observed the existence of a positive relationship. 

However, considering all other quoted securities 

with the exception· of equity stocks we observed 

a negative relationship. 

To sum it up, the study discovered that the 

variations in Yields accountable to variations in 

prices of quoted securities ~i~ very small and statistical 

.insignificant. 

( 
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1.1 

CHAPTER ONE 

BACKGROUND INFORMATION 

INTRODUCTION 

·Dudley (1980), Nwankwo (1980), Olawoyin (1980), 

Ojo and Adewumi (1982), Ajayi (1984), Odife (1985), 

Akinnifesi (1988) and Stores (1980) have in one way 

or the other t.ried to define the Capital Market 

in relation to its functions and operations. However, 

the overall effect of the capital market in the 

development of a nation's economy cannot, therefore, 

be overemphasised as assertations o·f Soyode (198 9 )·, 

Stores (1988), Drake (1985), Van Agtmael (1984) and 

Arowolo (1971} have shown. 

Ranked among the top three in the Emerging stock 

markets, the phenomenal growth in the number of 

quoted se.curities on the Nigerian Stock Exchange (NSE) 

from 10 in 1961, to 49 in 1970 and 217 in 1990 

representing a growth rate of about 390% _and 342% 

respectively ·has not only increased the market 

capitalization, overtime, but also, the volume of 

activities and the participation of Nigerians on the 
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NSE. Noreover., this growth could be attributed 

to various factors, among which are; the economic 

millieu,various government legislations and the 

changing structure of the Nigerian economy. 

In fact, it is worthy to note that the major 

government legislations that saw to the influx of 

quoted securities on the NSE were the Indigenization 

Decrees epitomised_. in the Nigerian Enterprises 

Promotion Decree of 1977 which extended the earlier 

one of 1972 and the promulgation of Decree 25 

on Privatisation and Commercialisation which 

constitutes a key element of Nigeria's Structural 

Adjustment Programme (SAP) introduced in 1986. 

Thus, a·cursory look at empirical studies 

of major determinants of investment on· the stock 

Exchange shows that majority of investors in 

Nigeria invest because of the rate of returns/ 

yields on their securities (Okigbo, 1980). 

Consequently, Dividend yields on equity stocks and 

Yields to maturity on Debenture stocks/bonds 
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represent the index of investmsnt and Investment 

analysis. 

However, there has been increas~g agitations 

for an overhaul of the pricing technique used by 

the security and Exchange commission 1SEC) for 

quoted securities Lecause they do not reflect the 

true market value of quoted securities. As a result, 

there is a wide spread discontention by investors· 

and investment analysts that quoted securities on 

the NSE are grossly undervalued rendering the stocks 

"unattractive". 

Yet, it has been assumed from time to time that 

there exists a direct and positive relationship 

between Yields and Prices of quoted securities. 

Mow~;, this .i:s true· and to what extent and ~--- .. 

magnitude has 'been an open question in :~.$$1-"l-, 

Consequently·, in the light of the aforementioned, 

this study would concentrate on trying to establish 
I 

whatever -relati~hship that exist between -.Y:i_el2 

and Prices of the quoted securities. This empirical 
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study would inform future government policy and 

guidelines on the pricing mechanism of the capital 

market be:cause currently we are having a highly 

regulated structure under tl.e auspies of the SEC. 

1. 2 PROBLEM STA'I'EMENT 

In many developed capital markets, studies 

have show-n that there exist a positive relationship 

between Yields and Prices of suoted securities. 

However, because of the pricing mechanism used in 

Nigeria, one is n9t certain whether such relationsip 

exists. There is, therefore, the need to examine 

this relationship in the Nigerian case. 

1.3 OBJECTIVE OF STUDY 

The major objective of the study is to 

establish whatever relationship that exists J::etween 

yields and Prices of quoted securities on the NSE. 

In the process of making that determination certain 

research questions are raised; 

(i) Do prices of quoted securities 

really reflect their asset value 

in N~ria? 
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(ii) Does the primary market pricing 

mechanism have any impact on 

prices and yields of securities on 

the NSE? 

1. 4 METHODOLOGY 

The study would make use of data collected 

from secondary sources.· The sources of such 

data would include, among others, various publications 

of Central Bank of Nigeria's (CBN) Economic and 

Financial Review, Daily Transaction records of all 

trading floors of the NSE"' the International Financial 

Statistics (IFS) Yearbook, the NSE Factbook (various. 

Issues) and the World Banks, World Tables (various 

Issues). 

The data collected would include, among others, 

the average yearly yields and current market prices 

of quoted securities, and the yearly inflation rate 

across the country. The average yearly yields would 

be computed using the Daily transaction list of the 

NSE. Furthermore, only companies that payout 
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dividend on their respective esuities would be 

considered for analysis. The inflationary rates 

would be compiled from CBN, IFS Yearbook and the 

World-Tables (various Issues). 

Moreover, the data would be analyzed using a 

regression model in order to enhance a parametric 

analysis of the relationship between yields and 

prices of securities on,:the NSE. Furtr,ermore, a 

non-parametric analysis of the trend movement of 

the endogenous and exogenous variables would be 

undertaken. 

The regression model specification is 

Yt = a + b. P + C . Ft + d . D + E • . • • • • • • ( 1) 
0 Jt ] Jt 

:.:Notations: 

where Yt = Average yield of quoted securities 

c)t time, t. 

ao = Intercept of the Specification 

l:.j = Regression coefficient for the 

= 

expl_anatory variable, Pt 

Average price of suoted securities 

at time·, t. 

/ 

CODESRIA
- LIB

RARY



Cj = 

7 

Regres&ion coeffici·ent for thE. 

explanatory variable, Ft 

Ft = Average inflation rate for the year, t. 

dj = Regression coefficient for the explanatory 

Dt = 

E = 

varialle, Dt· 

Dummy variable representing_qualitative 

factors like company dividend policy 

at time, t. 

Error term that cartures all other 

factors capalle of influencing yields 

of quoted securities. 

This specification arises from a conglomeration 

of studies which tried to ideutify various factors 

influencing yields of quoted sE.curities. 

liowever, according to O layemi & oJa¥:i.d~ ( 1981) , 

the direct use of regression coefficients is 

misleading and on the surface it might appear that 

relative magnitudes of regression coefficient could 

be used as measures of the relative importance of 

individual explanatory variables. Thus, Authur (1964) 

advocated tr,e use of J3eta coefficient which measures 
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the typical change in the explanatory variable where 

typical change is defined in standard deviation. 

:s. = b. (2) 

J J 

· Notations; 

where E,. 
J 

-

b. = 
J 

Sxj = 

Sy = 

Beta coefficient 

Regression coefficient for the 

explanatory variable. 

Standard deviation of the explanatory 

variable, Xj. \ 

standard deviation of the dependent 

variable, Y. 

This would be used on the computed coefficients of 

the data. 

1.5 LIMITATIONS 

This study is limited to the first three decades 

of the operation of the NSE, tl:.at is, 1961 - 19':ll. 

Moreover, the findings of this study shall be.1 iimited 

to the data the researcher is a:tle to collect. 
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(i) 

9 

DJ;;FIRJTI01~ OF TERMS 

YIJ;;LDS: In this study, Dividend Yields 

on quoted equities and Yields to maturity 

on Debe11ture/Government 1:,onds would l:,e 

referred to as yields. 

(iiX PRICES: Prices of quoted securities 

refers to the current prices of the 

securities and not the par-value. 
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CHAPTER TWO 

THEORECTICAL FRAMEWORK AND LITERATURE REVIEW 

2.1 THEORETICAL FRAMEWORK: 

THE THEORY OF EFFICIENT MARKETS 

Fama (1970) had advocated that the primary role 

of the capital market is the allocation of ownership. 

of the economy's capital stock. He posited that 

"In general terms, the ideal is a 

market in which prices provide accurate 

signals for resource allocation; that is, 

a market in which firms can make production -

investment decisions, and investors can 

choose among the securities that represent 

ownership of firm's activities under the 

assumption that security prices at any time 

"fully reflect" all available information". 

In the light of this, a stock market in which prices 

always ,.fully ref.lect" available information is called. 

"efficient". 

The Expected Returns or "Fair Game" models 

try to specifically make definational statements 
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on what expected returns should be. One possibility 

would be to pos:i,t that equilibru:m. prices (or expected 

returns) on securities _are gen_erated as in the 

"two.:.parameter" sharpe (1964) - Linter (1965) world. This 

"two-parameter" sharpe (1964) - Linter (1965) world" 

is really an extension of the portfolio models of -

Markowitz (1959) and Tobin (1958). The equilibrum 

expected return on a security depends on the extent 

to which the dispersion in the security's return 

distribution is related to dispersion in the returns 

on all other securities. 

Consequently, the binding assumption ·is that the 

condition of market equilibrum can be stated in terms 

of expected retqrns. Therefore, all members of the 

class of these expected retur·n theories can· be -

described notationally as; 

Notations: 

where E 

= r1 + E (1'. ) /7. "-Jp L _ J t+11·.i:t -' jt ••• Ill 

- The Expected value operator 

= The Price of security j at time t. 

CODESRIA
- LIB

RARY



f = 

= 

= 

17 

Its price at t+l(with rein­

·vestment of any immediate cash 

income from the security) 

One-period percentage return 

.. 

T~,t+l - P-tJ. 

L pjt J 
The General symbol for whatever set 

of information is assumed to be 

"fully reflected" in the price at t. 

Above all, the tildes ("') indicate that Pjt+l and 

rj,t+l are random variables at t. 

The equation above indicates that the expected 

return equilibrum value Ei"""'r' · ~ ~- j,t+l/~t) is projected 

on the basis of the information it• This implies 

that whatever expected return model is assumed to 

apply the information in Jt is fully utilized in 

determining equilibrum expected returns. And this is 

the sense in which ft· is,;, fuily reflected" in the formation 

of the price Pjt (Fama, 1970). 
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Furthermore, the possibility of trading systems 

based only on information in ft that have expected 

profits or returns in excess of equilibrum expected 
c. . 

returns are ruled out by the empirical .·impl.i_cations 

of the information set Pt 

if xjt+l = 

and zj,t+l = 

Then, 

= 

rv 

The excess market value of 

security j at time t+l 

The return at t+l in excess 

of the equilibrum expected return 

projected at t 

p. 1 ( 
J,t+ - E Pj,t+l / Jt) • • ••. (2) 

Thus, E (xj,t+l / §t) = 0 • • • • • • • • • • • • • ( 3) 

Let· zj,t+l = r. J,t+l 
.... 

- E (rj ,t+l / 'Jt) . • .. •. •. (4) 

Then, = 0 (5) 

From the foregoing, xj,t+l represents the difference 

between the observed price and the expected value of 

the price that was projected at ton the basis of the 

information .!t· Similarly., zj,t+l is different from 

rj,t+l in terms of the fact that it reduces rj,t+l 
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by its expected return equilibrum value projected on the 

basis of the information lt· 

Let 

be any trading system based on it which tells the 

investor the amount ,Xj(<Pt) of funds available at time, 

t, that are to be invested in each of then available 

securities. Thus, the total excess market value at 

t+l (denoted as Vt+l> generated is 

= 

n 

;E ,:l(j (ft> 
j=l 

Thus, from equation (5) 

n 
= ~ o(j (ft) E(Zj,t+l/ lt> = O· •• (8) 

The submartingale model states that the expected 

value of the next period's price, as projected on the 
. -

basis of the information ft equal to or greater 

than the· current price. 

Consequently, 
,..., 

E(rj,t+l / Qt) ~ 0 ... , .. •· .... ( 9 )' 

The non-negativity implies-that trading rules based 

only on the information in lt cannot have greater· 

' - - .. . .. -· - ,. . 

I :, 
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expected profit. However, negative equilibrum 

expected returns for some securiti~s are quite possible. 

Above all, Sharpe (1964) - Linter (1965) shows 

that equilibrum expected returns may be negative. For 

instance, a security whose returns on the average move 

opposite to the general market is particularly valuable 

in reducing dispersion of portfolio returns. 

Nevertheless, some authors have suggested that 

certain asset prices are not rationally related to 

economic realities. For instance, Brainard et al (1980) 

found that the current low level of the stock market 

could not be rationally related to economic realities. 

Hence, in United States of America, Modigliani & Cohn 

(1979) suggest that the stock market is very substantially 

under-valued because of inflation illusion. Similarly, 

Summer (1982) makes the same claim for bond prices. 

However, the sufficient conditions for capital 

market efficiency are that in such a market, the 

current price of a security obviously must "fully 

relect" all available information, thus, it assumes that 

there are no transactions cost in trading securities, 

all available information is costlessly available to all 
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participants ar,d all agree on the implications 

of current information for current prices ar.d 

distributions of future prices of each security. 

2.2 The Fli.storial :ilackground and structural 

Frameworl<. of tr.e Nigerian Capital Market 

Olawoyin (1980) rigr.tly asserted that the 

Ca:i:ital Narket of any country constitutes a major 

instrument for the promotion of the economic well­

being of its citizens. Accordingl:,', ;;hat happens 

there cannot, therefore, be totally ignored by 

tr,e government of such a country. The afore,mentioned 

ascri:t.es to the fact that the genesis of the NSE 

which &pitomizes the Nigerian Capital Market started 

in 1960 with tl.e gov&rnment's initiative. 

Thus, three principal factors accounts for 

governments interests, these include; 

(i) the attainment of political Independence 

which createcl the need to mobilize capital for 

em:t.arking upon development.proyramrr.es; 

(ii) the need for the repatriation of funds invested 

abroad as a means of strengthlsning the balance of 

, 
' 
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payment rosition v.hich started to deteriorate since 

the latter pa:t.t of 1950; 

(iii) government needed capital market delot instrurr-.ent~. 

to finance J:.udget deficits v.hich had started to 

accumulate since 1958. (Ojo ar,d Adev.umi, 1982) 

Consequently, the establisr.n,ent of tl;e Lagos 

Stock Exchange (LSE) in 1960 v.as enhanced. This v.as 

incorporated under tt,e Companies Ordinar.ce as a non­

profit making organisation and as an association 

limited by guarrantee with an initial capital of 

then Ten Thousand Naira. Moreover, its functions were: 

set out in the Memorandum of Association. By 1961, 

it had listeci ten (10) securities with one stock 

broker and one trading floor. 

According to Ajayi (1988), the real concept of 

Capital Market started in 1946 with the floation 

of a local loan to the tune of £300,0cJ@(N600,00a) 

by the British Government in Nigeria. However, 

the drive to further institu,tionalize a §apital 

market in Nigeria was made ·in 1959 wt.en tl:;e Central 

Bank of Nigeria (C:i::JN) floated tl:,e 1st National 
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Development Loan Stock on behalf of the Federal 

GoverrunEcnt of ,Nigeria. 

In brief, Akinnifesi (1S88) has outlined the 

·functions expected of any capital market to perform. 

These include; 

(a) encouraging tr,e mobilization .of savings for 

the purcl.ase of the securities newly issued by 

government or private enterpri.sE:s; 

(b) promotion of efficient allocation of resource 

among competing sectors for enLanced economic growth; 

(c) decentralization and allocation of the owner-

ship of assets in the society; 

. (d) improving the opportunities for businesses to 

secure long term capital as o~posed to sl.ort term 

capital; 

(e) ensuring a link between the domestic and 

international capital market tl.us enhancing the 

opportunity for gen er.a ting increased economic growth. 

In addition to the aforementioned, a capital market 

also proviues indicE:s of the level of aggrE:gate 

economic activities in an economy and offers individuals 
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and institutions avenues to J:.uy and sell tr.e shares 

of quoted companies. 

Besides, to perform these functions the capital 

market must he efficient and a capital market is 

said to he efficient if security prices "fully 

reflect" all availal:,le information (Farua, 1970). 

This would be so when the market contains enough 

buyers ,ana sellers, and information is disseminated 

fast enough to the extent that no single investor 

or group of investors can realize excess profit 

(returns) through monopolized inforruation. 

To assume a nationwide status, in 1977, the 

LSE got transformed into the NS'B.. Six branches 

have so far been establisr.ed 1r:ith each l.ranch having 

its own trading floor. The branch in Lagos (1961), 

Kaduna (1978), Port Harcourt (1986), Kano (1989), 

Onisha (1990), and Ibadan (1991). Arrangements are 

being made to open a branch in Al:.uja. Lagos is the 

, head office of the Exchange. 

Alile and Anao (1986) have shown that the 

NSE is governed by a council (Iloard) of the Security 

,' 
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Exchange, which is the highest policy making body 

of the Stock Exct,ange. The Council is presided over 

by a President and the adminiEtration of the Stock 

Exchange is vested in the Director-General. 

Sireilarly, the Security ar,d Exchan§-e Commission 

(SEC), is the apex regulatory l:ody for the N SE. 

Tracing its existence, the rerort of the SEC for the 

perio<i of 1977 to 1979 sho'\'is tr.at tr.e Capital Issues 

Committee (CIC) came to existence in July, 1962, 

and it was essentially am ad-t.oc comrr,ittee wt,ich 

lacked any legal. backing in terms of an Act or a 

Decree to enforce its decisions. 

After,·.the Nigerian civil war in 1970, however, 

the Government's economic and investment policies 

motivated institutional as well as individual savers 

to invest in different securities and enterprises. 

In order to facilitate tr,e indigenisation process, the 

Capital Issues Decree, 1973 was promulgated to make 

the Capital Is.sues Commission supersede the aa-hoc 

CIC. The decree empowered the commission to determine; 

(a) the price at which st.ares or debentures of a 

company are to be sold; 
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(b) the timing and. amount of sale; 

(c) in t:Le case of a company ,:hose securities have 

been quoted on any r·ecognized stock exchange, the 

price, tiKing and amount of any supplementary offers 

for sale. 

Conseqeuntly, ih order to ol.viate the short 

comings of the Nigerian Enterprises Promotion Decree, 

1972, the Federal Government rromulgated tl:e Nigerian 

Enterprises Promotion Decree, 1977. hence, a heavy 

.workload was anticipated in tJ-.e second pl:.ase of the 

indigenization EeXerci·se that tl:.ere was the need for 

a powerful general overseer to survey the country's 

capital market. 

In the end, the coran;ittee on the Nigerian Financial 

system recommended that the CIC be replaced J:,y the 

Nigerian Securities and Exchange Comreission (SE.CJ 

which would J:,e the apex institution of tl~e Nig:erian 

capital market. . TLus, it was established under tJ-.e 

S:E.C Decr.ee of 1979 (re-enacted as Decree No. 29 of 

1~88). Accordingly, Ogwuffiike and Omole (1992) 

posited tJ-.at the functions of tJ-.e SEC are mainly 

regulatory and developmental in nature. 
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The SEC determines the price, amount, and time 

at which securities of a company are to be sold either 

through offer for sale or subscription in the primary 

market. In a nutshell, it creates the necessary 

atmosphere for order, growth, and development of the 

capital market. Soyode (1989), therefore, contends 

that the institutions that make up the capital market 

function to ensure that there is adequate long-term 

fund to service the need of the economy because their 

action affects the aggregate level of investment and 

thus, employment, output, prices and real income in an 

economy. 

A cursory look at the growth in the number of 

quoted securities on the NSE shows a phenomenal increase 

overtime (See Table 2.1) in the past three decades. 

This table shows the growth trend in the number of listed 

securities on the NSE (see Fig 2.1). As at 1991, 

however, it seems that the industrial stocks would tend 

to be increasing more than that of the government stocks 

in time to come. 
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Table 2.1: Growth in the number of Listed 

Securities on the NSE 

YEAR GOVT % IND % EQUITIES % --TOTAL 
STOCK GROWTH STOCK GROWTH GROWTH 

1961 6 1 3 10 
1965 17 183.3 5 400.0 6 100.0 28 
1970 30 76.5 6 20.0 13 116.6 49 
1972 34 13.3 9 50.0 22 69.2 65 
1975 42 23.5 7 -22.2 36 63.6 85 
1980 54 28.6 12 71.4 91 152.7 157 
1981 56 3.7 14 16.6 93 2.1 163 
1982 57 1. 8 18 28.6 93 0 168 
1983 61 7.0 25 38.8 92 -1.1 178 
1984 56 -8.2 27 8.0 92 0 175 
1985 57 1. 8 28 3.7 96 4.3 181 
1986 58 1.8 29 3.6 99 3.1 186 
1987 54 -6.9 31 6.9 100 1.0 185 
1988 51 -5.6 35 12.9 102 2.0 188 
1989 47 -7.8 40 14.3 111 8.8 198 
1990 43 -8.51 43 7.5 131 18 .o 217 
1991 40 -2.32 57 9.3 142 3.8 239 
PERIOD 

AVERAGE 42 18.9 22.1 41.8 77.4 34.0 144.6 

Source: Calculated from NSE and CBl\"I, Annual Report 

and Statement of Accounts (Various Issues) 
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Moreover, Table 2.2 shows the market capitalization 

on the NSE between 1980 and 1991. This has been 

increasing overtime (See Fig. 2.3). The 

Table 2.2: Market Capitalization on the NSE 

between 1980 and 1991 (in N' billions) 

YEAR MARKET CAPITALIZATION 

1980 ~~ 4. ·, __ .:;-,) 

1981 4.84 

1982 4.92 

1983 5.8 

1984 5.5 

1985 6.4 

1986 7.7 

1987 8.9 

1988 9.7 

1989 12.0 

1990 15.9 

1991 22.6 

Source: The NSE, Factbook, 1992. 

Market Capitalization represents the value of a 

firm as determined by the market price of its issued 

and outstanding common stock. 
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However, using market capitalization, number of 

securities listed, average daily turnover and the 

percentage of total market capitalization accounted 

for by the top ten (in terms of market shares) 

companies as the criteria of comparison, Akinnifesi 

(1988) concluded that the Nigerian Capital Market is 

"thin", or put differently, relatively small to those 

of USA, Japan, Hongkong, Singapore, South Korea, 

and Western Germany. Besides, Ogwumike and Omole (1992) 

sighted studies of Nemedia (1982), Ike (1984) and Gill 

(1982) on the Nigerian securities market that supported 

the p~\:ilation of Akinnifesi (1988) on the narrowness 

of the market. 

In fact, Akinnifesi (1988) stressed that considering 

the market capitalization of Nigerian equities, it is 

seen that the market can easily be described as 

oligopolistic. This is so because the top ten Nigerian 

companies (which are foreign multinational organizations) 

quoted on the NSE together accounted for a preponderent 

52% of total market capitalization in 1987, while 

the remaining 92 companies accounted for the rest. 
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Conversely, Peng (1983) has shown that the Stock 

Exchange of Singapore which started o~erations in 1973 

has on its list about 288 companies as at December, 1982. 

Nevertheless, the tremendous imports which the 

Stock-Exchange introduces to the capital formation 

and investment process and ultimately to the promotion 

of individual and national wellbeing and prosperity 

makes it seem today a vital component of the total 

strategy for promoting national economic development 

(Olawoyin, 1980)°. 

Consequently, Nigeria, being the world's leading 

black nation whose economy represents about 40% of 

the entire African economy (excluding South Africa) 

deserves a more efficient capital market if it is to 

deliver the nation into the mainstreams of the world 

economy (Odife, 1985). 

2.3 Valuation and Pricing of Quoted Securities 

Kadiri (1983) rei't_erated that one of the major 

determining factors that influences investors in their 

choice of which type of security to buy is the price of 

the security. He deduced that it is orily after the 
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price of a security is known that its relative 

profitability in terms of returns on the investment 

could be determined. 

For instance, Ariyo and Olowo-Okere (1991) 

attributed the relatively poor performance of the NSE 

to the regulatory activities of the SEC because of 

its pricing policies which many firms considered to 

be very conservative and influenced by a high dosage 

of subjectivity. For example, the Savannah Bank 

in 1982 protested and withdrew its application for 

listing on the NSE because of its dissatisfaction with 

SEC's valuation. Consequently, we ask if the pricing 
I.I.~ 

and valuation of quoted securities llf$,rmine their true 

" value in Nigeria? 

In retrospect, we know that the genesis of the 

SEC valuation function dates from the abuse under 

the 1972 - 74 Indigenization exercise when valuation 

of complying private companies was left solely in the 

hands of the issuing houses and the affected Companies 

themselves. The result as highlighted in the Industrial 

Enterprises Panel report was widespread cases of 

overvaluation and consequent losses .to investors (Otiti, 

1989) • 

I 
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The SEC through its enabling decree of 1988 

is vested under Section 7(1) with performing its 

price _setting role, endeavour to ensure that the price 

finally arrived at is fair to both sides i.e. the 

buyers and the sellers, hence price determination is 

based on full disclosure of relevant material facts·. 

The Report of the Securities and Exchange 

Commission (1977-1979) shows that the SEC adopts two 

basic approaches for the valuation of shares on the 

NSE. They are; 

(i) the net asset value and 

(ii) the maintainable annual profit 

To illustrate, the net asset valuation is 

computed as the net asset per share as a proxy for the 

value of the firm. The value per share is ascertained 

after the adjustments by substracting the total 

liabilities from the total assets and dividing the 

difference by the number of outstanding shares as shown 

in the paid-up capital. The commission use the 

information in the balance sheet for the purpose of 

share valuation on net asset basis. It excludes such 
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fictions assets as; 

(a) Goodwill, 

(b) Formation expenses not yet written off, 

(c) Adverse balance on P,:.ofit and Loss Account 

not yet written off, 

(d) Advertising and publicity expenses not 

yet written off. 

The commission has been very sceptical of revaluations 

as such revaluations neither enhance the value of 

.the asset to the business nor in any way improve its 

profitability by the mere fact that the book value 

has been raised. Moreover, if the property were to be 

sold on a break-up basis (i.e. assuming the existence 

of mergers and acquisition or a situation where any 

sale is to result in a_change of ownership and control 

of the affected enterprise) there would be the burden 

of the Capital Gains Tax which would have to be paid. 

Akamoikhor (1989) tried to sum up the Maintainable 

_Annu1tl Profit basis of the SEC. .He posited that the 

average profit is capitalised using the expected rate 
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of return which the commission graduates to reflect 

the nature of business. To find the value per share, 

the capitalised profit is divided by the number of 

share_s taking into account both the existing issue 

and any proposed new issue. 

Ariyo and Olowo-Okere (1991) have illustrated 

that the expected price (P) is then determined by 
0 

dividing either the net per share or the average profit 

derived by a capitalisation rate . 

. -....,....-,-r-.• -- " -- - -------- • -.. J·--: __ ,.~-.-.' 
.......... -..- -- . - - _- - - -- .. ~-~ -~-·-."-::, •·• ·. - _-_···_ --- - _:_ . --- --·-~ -- ' - - - - :- : --

Po = 

or 

Net Asset per share 

Capitalisation rate 

Thus~ 

( 1) 

Po = Average Pr.ofit per share ••.•••.. (2) 

Capitalisation rate 

The SEC usually prefers the Maintanable Annual 

Profit (MAP) approach because it seems to reflect 

better the firm's future earning.power. The average 

profit is capitalised using the expected rate of 

return which the commission graduates to reflect nature 

of business as follows; 
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Agriculture: 10% to 12% 

·Banking and Finance 12 l, % to 17!,% 

Manufacturing 1 7 l, to 20% 

Commercial 20% to 2 5% 

Services 25% to 30% 

Property 12\% to 15% 

For instance, Joda (1985) tried to analysis 

how bhe Sl:.C valuate shares using the two approaches. 

The analysis was in respect of a manufacturing 

com~any in the brewery industry which was quoted 

on tl,e NSE.. He. assumed tr.e company was just 

applying to the SEC for share valuation to enable it 

get quot£d on the Stock Exchange. Furthermore, 

he assum£6. tLat the company wai;; not raising any 

additional fund for the purpose of this valua tior~ 

exercise. All tl:e figures use<ikwe:r:e __ a<I:.tual. f:Lgures 

obtained from the company's audited accounts for 

the perioci 1980 - 1984 
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Valuation on the Easis of Net Assets As At 

31st Dece.mber, 1S84 

Fixed Assets: 

Plant ancl. l~achinery 

Land and J:.uilding 

Vehicles, Furniture and bquipment 

Total Fixed Assets 

Current A·ss·ets: 

Stocks 

Debtors & Payment in Advance 

Hank and Cash Ealances 

Total Current Assets 

Total .Asse<t: 

Less Li~Lilities: 

Trade, Other Creditors & Accruals 

Income '11ax 

Dividend unpaid/unclaimed 

Dividend Proposed 

Total Liabilities 

Net Assets 

1984 

(N' OOO) 

58,138 

83,184 

5·, 7-So 

147,068 

3 (, I 607 

11,323 

loG·,o77 

154,007 

301,075 

55,376 

49,S93 

lS-,444 

17,l:,6 

141,969 

159,106 

1983 

(N'OOO) 

65, 53 6 

84,410 

7,582 

1 :,7, 52 8 

4S,518 

13,356 

73,816 

136,690 

294,218 

80, 681 

'',4 7,144 

16,895 

13, 72S 

158,44:, 

135,773 
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Paid-up share capital of the company is 

H5 7,188, OOO witt. a nominal value of 50K each as 

at 31st December, 1983 and 1984. 

Thus, the Value per share 

and 

= N(l59,106,000 

114,376,000 
1. 

= N (13!:J, 773,000 

114,376,000 

= Nl.39 

= Nl.19 

;_:,er sl:are for 1984 and 1983, respectively using the 

net asset basis of the SEC. 

H,owever, using the basis of maintainable Ar.nual 

Profit (MAP) for the same company, Table 2.3 shows 

the outlay of profit aftr tax for the period of five 

years before computing the simr,le average for the same 

period to get the Maintainable Annual Profit (MAP). 

TaLle 2.3 Valuation on the Basis of Maintainable 

Annual Profit Year Ended 31st December 

YMR PROFIT 'l'AX PROFIT AFTER TAX 
BEFORE 
TAX 

1980 40,304 18,000 22,304 

1981 3 8, 532 12,776 2 !:J, 7 56 

1982 53,887 23,500 30,337 
1983 95,652 46,250 49,402 

1984 104', l 5'8 4'8,800 55,358 

PERio·D 
AVERAGE 6506.60 29865.20 36641.40 
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Tl,e Maintainal.le Annual Profit (MAPX = N36641.4 

The Isxpected Rate of Return 

Capitalising the MAP at 2'0% 

= 20% 

= Nl83,207,000 

Paid;:-up share capital of the company is N57 ,138,000 

divided into 114,376,000 Ordinary shares of 50K each . 

• Value per share = N (183,207,000 

114,376,000 

= Nl. 60K 

The Average earnings after tax (based on the period 

· average profit after tax} per 50K ordinary share 

= N(36,641,400} = N0.32k 

114,376,000 

Using tLe pre-determined capitalisation rate 

of the S~C, this company, which is a manufacturing one 

falls under the 20% category. 

Above all, the commission undertakes a series 

of ratios and statistical analysis to reflect past 

management efficiency and business viability over a 

period. Sucl. analysis include; 

(a} rate of growth of turnover, profit (l,efore 

and after tax} and dividends; 
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(b) growth of sharel,olders funds, capital 

employed and return on capital employed 

(pre and past tax) . (note unpaid dividend 

is included in capital employed); 

(c) liquidity ratios for the period under 

consideration; 

(d) gearing ratios for the period under 

consideration; 

(e) comparative incomes (earning per share); 

(f) earning yield. 

The commission considers, also,· a number of 

criteria that hinge on the future prospects of 

the enterprise before deciding on a price for the 

security. For instance, using our hypothetical 

manufacturing firm the rate of growth in the Turnover, 

Pofit lefore tax, Profit after tax, Dividend is given 

below in Table 2.4 CODESRIA
- LIB
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Tatle 2.4: Rate of Growth 1980 - 1984 

YEAR TDRNOVER GROwTh PROFI'l: GROwTli PROFIT GRO\'Th 
N'OOO -- RATE BEFORE RATE AFTER RATE 

'l'AX TAX 

1980 174,207 40,304 22,304 

1981 187,636 7.7 '.38~ :i3~ :£!1~4) ~!:i,:Z;i6 15, 5. 

1982 241,0S,7 28.5 53,887 40.0 30,387 1s.o 

1983 317,367 31.6 ,5, 6 52 77.5 49,402 62. 5 

1984 322,128 1.5 104,158 8.9 SS, 3 58 12 .1 

DIVIDEND PAID UP RATE OF DIVIDEND 

N'OOO CAPITAL TO PAID UP GAPITAL 
N'OOO (%) 

1980 13,176 36,600 3 6.0 

1981 15,428 45,750 33.7 

1982 18,038 45, 7 :,0 39.4 

l':183 2S, :i74 57 ,18Q 51. 7 

1984 32 ,02 !:, 57,138 :,b .o CODESRIA
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Table 2.~: Share holders IntrE.st 1980 - 1S84 

YEAR 

1980 

1981 

1982 

1983 

1984 

1980 

1981 

1982 

1983 

1984 

PAIDUP 
CAPITAL 
(!i I OOO) 

36,600 

4:;,750 

45,750 

57,188 

57,1S8 

RESERVES 
(H ,OOO) 

56,664 

57,846 

70,195 

78 ,·5s 5 

101,916 

RATE OF PROFIT(%) 
BEFORE TAX TO 
CAPITAL EMPLOYED 

40.4 

37.2 

46 ... 5 

70.4 

65. 5 

TaLle 2 • E, : Current Ratio 

YEAR 1984 

CURRENT ASSE'.J.·S 1S4,007 

CURRENT LIABILITY 141,969 

SURPLUS (DEFICI'.J.·) 12,038 

CURRENT RATIO 1.1 

'l'OTAL 
H'OOO) 

99,741 

103,596 

115,945 

135,773 

159,106 

UNPAID 
DIVIDEi,JD 
(H 'OOO) 

RA'.l'E OF PROF IT AFTER 
TAX TO CAPITAL 

% 

22.4. 

24.9 

26.2 

36.4 

34.7 

(Lic;uidity Ratio) 

1983 1982 1981 

CAPITAL 
EPiPLGYED 
(:C., GOO) 

99,744 

103,596 

lllii,945 

135;.773 

159,106 

1980 

136, 1,90 8~,770 40,843 632 48 

158,445 129,940 76,978 67:).17 

(21755) (45,170) (36135) (3 8 6 9) 
-o. 8 ta. 0.65 .o. 53 o. 94 

whenever the working capital is positive, the 

current ratio will J:,e greater than 1. Thus, from 

,. 
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1980 - 1S83, the declining ratio might be a sign 

of deteriorating financial situation. From the forgoing• 

indications of relative growth over the period under 

review with the aforementioned parameters tend to 

ino.icate that the company growing overtime. 

Furtl.ermore, Otiti (1989) has shed more light 

on l,ow t:t.e SU: evaluates corporate debenture and 

Government tonds. Said he on tJ-.e valuation., 

of Corporate del,enture "in addition to the usual 

document required in case of debenture issue is the 

TRUST DEED". This contains details of the terms 

of the conditions of the issue as it relates to the 

interest of the prospective and existing investors. 

Additional compilation is also required to show the 

ef.f~t..,.~.of servicing cost of the debenture (i. e. interest 

2ayment) on the future earnings of the enterprises. 

' 

Before any state Government (SG) of tLe Federation 

can raise bonds on tr,e Nigeriar, Capital market it has to 

fulfil some conditons. Among these are tr,at, the state 

Government must formulate a Decree or Edict (as the case 

may te) to tack up the States desire to issue bonds on 

the Stock Exchange. The request, however, for funds from 

the capital market must be tied to a proj.ect. TJ-,e 
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Commission (SEC) considers among others; 

(i) the profile of the state, showing population, 

major industries, their locations etc; 

(ii) statement of assets and liabilities of the 

state for five years immediately preceeding the year 

of application; 

(iii) sources of revenue for the preceeding five 

years indicating tLe percentage contril:,ution of eacl, 

source to total revenue; 

(iv) a State Law (edict) authorising either 

the 'State or its agency to Larrow from the capital 

.narket; 

(v) a feasibility report on tl,e project to 

be. financed; 

(vi) a draft Trust D.eed covering the. issues; 

(vii) provision for a sinking fund to facilitate 

redemption of the bond; 

(viii) .evidence of conversion to a public enterprise 

in case ;;·here the beneficia,ry being state agency cy 

incorporating· is a private company; 

: (ix) the .consent of the Federal Minister of 

Finance (pending promulgation of the decree on state 

borrowing) on the issue. 
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Once the project is adjudged viahle and all conditions 

listed al,)ove are compiled wi tr.' the SEC usually 

its approval for the J::.ond floatati.on. 

Accordingly, experiences in some otl.er countries 

is performed either 

,!y 
f:f 

8 

. " 
have: shov.n that tl,e pricing function 

directly or indirectly by government _< (::? 
regulatory J:,odiesJ ~ 1 ~ s-; ... ,.__,,..,.,,..., 

In 'l'urkey, there is the Capital Market Law v.hich created 

a Capital Market Board. In Singapore, and Jordan there 

is the securities Industry Act, 1970 and the Provision 

Lav. N 31 of 1976 which created the Amman Financial 

Market-respectively. In addition, in Malaysia, like 

Nig'."riia there is a Capital Issue Committee (CIC) with sin ilar 

functions (Negara, 1984). 

Ariyo and Olo~;o-Okere (1991) indicated in their 

study that the allegations on the SEC's price determination 

as J:,eing subjective and unfair to J:,e unwarranted. In 

fact, in connosance with Hogarth (1980) and LibJ:,y (1981) 

Judgement based on intuition or subjective processing 

of information and environmental factors are not 

necessarily sub-optimal. Moreover, in the choice of 
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evaluation model, the SEC was J:.iased in favour of 

choosing that v.·hich minimizes the trade-off bet;;·een 

the profit-maximising ol:.j ective.s of the o,vners of the 

business applying for quotation and economic development 

needs of the nation. This type of motivation J:.ias 

affecting judgements under uncertainty'" is analogous to 

studies of Tversky andKahnema (1974.) and Spetzler and 

i-mlstein (197 5) ~-· 

Akamiokhor (1989) and Akir.gtohungbe (1985) have 

both indicated that given the imperfection prevalent 

in the Nigerian Cap.ital Market, one can regard the SEC 

pric.ing of new issue as being apt. An underpriced new 

issue might result in over-subscription and consequently, 

in the immediate "jun.p" in the price atttril::uted to 

the security on the secondary rrarket and vis-v.isa for 

an overpriced nev; issue. 

Thus, Rock (1986) in his study "why New Issues 

Are UnderJ.Jriced" presented a model for initial pul::lic 

offering. The argument depends upon the existence of a 

group of investors v.•hose information i.s super.ior to that 

of the firm as well as that· of any other investors. If 
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the new s·hares are priced as tLeir expected value, these 

privileged investors crowd out the others when good 

issues are offered anq ;.ithdraw from the market when 

bad issues are offered. 

2.4 Determinants of Sto·ck Prices and Yield·s 

Francis and Archer (1971) identified the chartists, 

Fundamentalists andLthe Random walk theorists as the 

leading analysts on the behaviour of stock Prices. 

The technical analysts (chartists) contell4 that all 

information aLout a stock is subsuTued into the patte~ns 

traced out Ly .its price and, or volume movement. 

Conversly, the fundamentalist investigate and interpret 

stock prices in relation to fundamental financial 

economic and management data. Accordingly, the random­

walk theorists opine that the short term prices changes 

.and the changes in the rate of return are basically 

like a series of random numbers that follow no predictable 

pattern. 

Consequently, Darst (197 5) indicated that stock 

prices are .determined by the level of output, income, 

employment and other measures .of activity in a national 
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economy. On the other hand, Goff (1982) identified 

political economic and e~otional factors that are 

both quantitativE and qualitative in nature as factors 

affecting prices of securities. He furtherly stressed 

that government _!lto.c'kprices which are tacked up J:y the 

resources of the whole nation are affected by the prEvai~ag 

economic conditions. 

Lorie .il.il.d H-amil ton (1973) noted that the 

expected levE:l of income, the degree of uncertainty of 

·the expected income and the rate of which the stream 

of future income is discounted are the determinants of 

the value of a share. 

On the ot.r.er J-.and, Darst (1975) also indicated and 

identified the quality of the stock., sinking fund, 

call provision and tax as the predominant factors 

influencing a security's yield to maturity. 

Studies of Fisher and Lorie (1964), 1!ickman (1960) 

and, FisJ-,er and Weil (1971) have shown.that the rr.ean 

corporatE stock yields greatly exceed mean corporate 

bond yields. Based on this, Ellis (1971), Keller (1968) 

and Kemerer (1965) in their respective studies contend 
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that this in~icates that stock~ are superior to bonds. 

In trying to analyse this furtLer, No;rgaarcl (1974) 

tried to test the hypothesis tl:,at the higher mean yield 

of stocks is offset by the lo~er variance of yields of 

bonds i. e. bonds and stock. in a risk, portfolio are 

substitutable investments. TLe result of this test, 

however, indicated that the probability of obtaining 

higher yields with a portfolio or a :mixed portfolio of 

bonds and stocks relative to an all stock portfolio is 

extremely small and approaches zero as the holding 

·period increases beyond a year. Thus, the result 

suggests that corporate bonds are not a satisfactory 

alternative to stock in a security por'tfolio. 

Peerce (198~) defined current yield as the annual 

return on a security calculated as, the percentage of 

its current market price. Nevertheless,. Curry and 

Winfield-(1987) observed that the normal pattern·of 

returns is for the yield on boitds to increase relatively 

to the length of the period of rederc.ption. }jowever, 

occasionally, short-term yields are higher than long 

term yields. 
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Thus, empirically oLserved bond yield to maturity 

curves have consistently been found to become flat for 

long rr,aturities (Durand, (1947 ). and Malkiel (196 6)). 

Consequer,tly, Lutz (1940) has said that'.the flattening 

of yield curves is the resul tof constant long-term 

forward rates for iong maturities. hov:ever, Livingston 

and Jain (1982) presented-a t~eoretical proof that 

flatcening of yield curves for par bonds is inevitable 

for long maturities that implied that behavioral 

explanations of flattening are unnecessary. This proof 

and the result, thereof, formalized the statement of 

Schaefer (1977), that constant coupon yield curves 

"are .• -.. asympolic?-ily horizor.tal no matter what shape 

the spot rate (zero coupon rate) curves adopts". 

various formulae have been avocated for the 

calculation of annual yield to maturity. Tracing the 

historical evolution involving M' s (li::i5), Todhunter 

(1897) 1 Henderson (1907), Craig (1S27) and v,orger (1SC7) 

approximations are worthy to l:,e noted. hov.-ever, 

Nwankwo (1980) formulated a sirLple formula; 

Ym = I + PV - C P ,• • • • • ( 1) 

N 
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ifo,;ever, Kadiri (1983) in his study used another 

simple formula, which would be used in this S-fuc/r 

Ym 

Notations: 

wr.ere 

= I+ PV - CF 
N • • • • (2 ) 

ep + Pv 
2 

YM 

I 

PV 

CP 

N 

= 
= 
= 
= 
= 

The approxin.ate yield to maturity 

Annual amount of interest 

Par value of bond 

current price of l.ond 

Nurrilier of years remaining to 

maturity 

For instance, the Federal Republic of Nigeria's 

14th Developn,ent stock for the year 2000 was quoted. 

on the Stock Exchange in 1991 at a coupon rate of 6%, 

a nominal value of NlOO and current price of N62.44 

with 9 years to maturity 

Thus, I = G% 

PV = 10® 
CP = 62. 44 

N = 9 

Ym = (0 .06 + 100 62. 44 
.9. 

(62. 44 + 100) 
2 

Ym .-'L- 5.15% 
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2.5 Relationship Between Yield and Stock Prices 

l",eston (1956) otserved ttat there is a close 

relationship tetween dividend and stock Prices. To 

this, hrighan: (1980) noted that the dividend yield 

is relativ<ccly low while capital gains is relatively 

high during periods of supernormal growth in stock 

Pr ices and while the supernormal growth cif the Fi:elds"i s 

at the end is relatively high while capital gain is lo;.. 

LoL.n1c,iss (1984) using a cross sectional data 

of about 55 major U.K. companies oLserved trillt on the 

average low profitability is accompanied Ly a high payout 

ratio. Thus, according to Llack and .Scholes (1974) if 

a corporation could increase its share price by increasing 

(decreasing) its payout ratio, tLen many corporations 

would do so which would saturate tr,e demand for a higher 

(or lower) dividend yields. All these studies irr.r:ly a 

positive relationship between yields and prices of guoted 

securities. 

Moreover, Graham and Doc\d _(1951) argued trillt a 

company can increase the value of its shares (Price), 

if and only if, it increases its payout ratio, thus 
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the yield would increase. This is because investors 

prefer a dollar of dividends to adollar of capital 

gains because "a 1ird in hand .is wart!, more than one 

in the ilush". Consequently, tt.ere exists a positive 

relationship 1etw·een prices and yields. Black and Scholes 

(197 4) supported this, J:,y saying tr,at, it is possil:,le 

tl.at a decrease in a coporation' s dividend will cause 

a temporary fall in the stock prices because of the 

"information effect" of changes;: in dividend. This 

invariably affects the dividend yield which is directly 

related to stock. prices. 

!Larkavy (1953) posited that 1,1hile common iotock 

prices very directly with dividend payout ratios at any 

given tirr.e, Lo·wever, their degree of appreciation over 

a period of time is associated v.ith the proportion of 

earnings ,;Lich are retained. 

However, :SUse (1970) proved correctly that if tr.e 

· expected one-period interest rates are monotor,ically 

decreasing (increasing) an increase in the 11'.\'l.gnitude 

b.f the coupon on c1 1ond will increaioe (decrease) the 

internal rate of return (bond yield). 
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Latane. (1954) in his paper "Price changes. 

in Equity Securities" concluded that these exists 

a positive relation between Dividend and price. 

This implied a positive relationship between Dividend 

Yield and Equity prices. 

Furthermore, Litzenberger and Ramaswamy (1982) 

showed that there is a positive and non-linear 

relationship between common stock returns and expected 

dividend yield. This support Rosenberg and Marathe (1978) 

study that showed that there was a positive and 

significant relationship between dividend yields and· 

common stock returns. Thus, Green (1990) provided 

some: theoretical support for the position that 

dividend yield effects would be spread over time. 

In addition, Shiller (1981) noted that evidence 

suggests that long term bond yields are too volatile 

to accord with simple expectation models of the term 

structu:i;-e of interest rate. However, Fama (1981) 

has indicated that there is evidence that real. stock 

returns are pos.itively related to measures of real 

activitiy. 
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Consequently, Blume (1980) in his paper examined 

the relationship between stock returns and dividend 

yield and observed some evidence that the market 

place. may be miia_as_s_es-sed. The relative growth in 

dividends of high yielding stock does not really 

warrant the conclusion that the market is irrational. 

Mills and Stephenson (1986) in analysing the 

behaviour of various government stocks using monthly 

data over the period 1972 - 1984 found out that real 

·returns vary with movement in nominal and real 

variables and in particular they are negatively 

correlated with the yield to maturity and positively 

related to short-term interest rates, inflation and 

unemployment. 

Furthermore, West (1988) has shown that a 

standard efficient market model states that a stock 

price equals the expected present discounted value 

of its dividends with a constant discount rate. Fama 

and French (1989) observed that expected returns on 

comm6n stocks and long terms bond contain a term 

er maturity premium that has a clear business 

cycle pattern. To this, Che et al (1986) posited 

that as financial theory suggested the following 
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macroeconomic variables systematically affect stock 

market returns; spread between long and short 

interest rates, expected and unexpected inflation, 

industrial production and the spread between high and 

low grade bonds. 

2.6 Relationship between Yields and Inflation: 

Linter (1973), Nelson (1978), Jaffe and Mandlkar 

(1976), Fama and~chwerL (1977) observed that both 

expected and unexpected rates of inflation are 

negatively related to common stock returns using 

monthly, quarterly and annual data from the United 

States. 

Saunders and Tress (1981) in analysing the 

relationship between Australian Stock returns and 

inflation over the period 1965-1979 observed empirically 

that nominal stock returns and inflation are related 

in a significant negative fashion. The Grangers and 

Sims test of causality between inflation and stock 

:returns indicated a mainly unidirectional relationship. 

Thus, Danthine and Donaldson (19.86) also presented a 

supportive evidence that explains why real rates of 

returns appear negatively correlated with the rate 

of inflation .• 
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Furthermore, Cohn and Lessard (1981) in their 

study on the effect of inflation on corporate 

profits and stock prices observed that there exists 

a negative relationship. Hence, Fama (1987) viewed 

that stock return and inflation rates are most 

strongly related to measures of future real activity. 

However, Modigliani and Cohn (1979) suggest 

that the stock market is very substantially under­

valued because of inflation illusion. A similar 

claim regarding bond prices is put forward in Summer 

(1982). 

Moreover, Perraudin (1987) then concluded that 

higher inflation induces investors to take on more· 

debt and to invest the proceeds in financial asset. 

Hence, Gordon and Halpern (1976) demonstrated 

.that the allocation of an investors wealth between 

one period government bond and non-monetary risky 

asset (e.g. share of stock) is a function of 

uncertainty as to the inflation rate. 

2.7 Relationship between Yield and Company 

Dividend Policy 

Marsh & Merton (1986) in trying to answer a question 
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of why if stock prices are rational why then do 

dividends exist so little volatility (relative to 

stock prices) said that managers choose dividend 

policy as to smooth the effect of changes in the 

intrinsic value (and hence, rational stock prices). 

Moreover, Graddy and Karma (1986) hypothesied that 

the representative investor in bank holding companies 

share prefer dividend payment or payout over prospective 

capital gains returns. Thus company dividend policy 

is significant. 

However, Miller and ModigJiiini(l961) pointed 

out that a corporations dividend policy has no 

effect on the value of its shares at all. This 

was supported by Black and Scholes (1974). However, 

this is refuted by Granham and Dodd (1951) and Stern 

(1979). Ross (1977) and Bhattacharya (1979)have 

also argued that dividend policy could be employed 

as a signalling mechanism. Thus, company dividend 

policy is essential. 

' Observation on the NSE shows that the dividend 

payment pattern of quoted companies (as shown in 

Table 2.7) has an average of 87.9% of quoted companies 

that gave dividend t.o their equity shareowners over the 
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time period of 1986 and 1989. 

Table 2.7 Dividend Payment Pattern of Quoted 

Companies on the NSE, 1986 - 1989 

YEAR 

FREQ 

TOTAL 

As a% 
of TOTAL 

1986 

90 

99 

91.8% 

1987 

84 

100 

84% 

1988 

92 

102 

92.2% 

1989 

95 

111 

Source: Calculated From The Nigerian Stock Exchange, 

Factbook, 1991 

This shows that an average of thirteen (13) 

comapmies under the period under consideration had no 

dividend payment. Many factors could be attributed 

to the non-payment of dividend which are mainly quali­

tative factors. Among these could.be the need to 

increase the reserves of the organization. Table 2.8 

shows that only an average of 72.2% of quoted equities 

companies retained profit during the period under 

review. 
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Table 2.8 Retained Profit Pattern of Quoted 

Companies on the NSE, 1986 - 1989 

YEAR 1986 

FREQ . 74 

TOTAL 99 

AS A% 
OF TOTAL 75.5% 

1987 

72 

100 

72% 

1988 

75 

102 

73.5% 

1989 

75 

111 

67.6% 

SOURCE: Calculated from, the Nigerian 

Stock Exchange, Factbook, 1991. 

Dividend payment by quoted companies on the NSE 

has increased greatly after the indigenisation policy 

of 1972 studies of Uzoago and Alozieuwa (1974), 

Inanga (1975), Oyejide (1976) and Odife (1977) have 

shown this and this could be related directly or 

indirectly to the dividend policy of quoted companies. 

2.8 POLICIES AND LEGAL FRAMEWORK 

Olawoyin (1980) ou~lined the salient laws that 

have influenced the development and operations of the 
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capital market in Nigeria as follows: 

(a) Trustee Investment Act of 1957 and 1962, 

(b) Lagos Stock Exchange Act of 1961, 

(c) Nigerian Entterprises Promotion (NEP) Decree 

of 1972 and 1977, 

(d) The Nigerian Enterprises (issue of Non-voting 

Equity shares) Decree No. 34 of 1987, 

(e) the Security and Exchange Commission Act 

of 1979. Re-enacted by Decree 29 of 1988, 

(g) the Nigerian Enterprises Promotion Decree 

1989, 

(h) the National Economic Reconstruction Decree 

(NERFUND) Decree No. 2 of 1989, 

(i) the Company Act of 1968 now superceded by 

the companies and Allied Matters Decree 

No. 1 of .1990. 

Furthermore, the Insurance (Miscellaneou~ 

Provision Act _of 1964 and the tax and Divided Policy 

also had their impact on the Stock Exchange. 

Ogwumike and Omole (1992) ,in a :,nutshell, ·highlighted 

tax, dividend and other policies have influenced the 

operation of quoted securities in Nigeria. The policy 
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reforms and institutional changes enhanced and 

ensured competitiveness and smooth operation of 

the market. 

The National Provident Fund (NPF) Act 1962, 

mandates that the NPF can only invest on government 

securites and debentures quoted on the Nigerian 

Security Market. Furthermore, the Insurance 

Miscellaneous Provision Acts of 1964 and 1976 provides 

that insurance companies operating in Nigeria must 

invest locally at least 25% of the premium received 

on locally insured risk in any financial year in 

government securities. 

Moreover, the Trustee Investment Act, 1962 

also allows trustees to invest in government stock 

in addition to debentures and shares of publicly 

quoted companies. 

To sum ·it up, Figure 2.4 ~ives a representation 

of Table 2.5 which shows the holdings of Nigeria's 

Federal Government Development Stock in percentages. 

The table shows that after accounting for the Federal 

Government's interest, Banks (Merchant and Commercial) 
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and saving type institution are major holders of 

government stock. The latest guidline on Banks 

investments makes it mandatory for Banks to hold 

these stock as they are considered as part of the 

liquid assets of respective banks.· 

The Saving type institutions include Pension 

Funds, Co-operative .. "'I'hirft and Saving Societies, 

Post-Office Savings Bank, sinking funds schools, 

union and Religious organisation, Nominees and 

·commercial Banks for Nominees. 

Figure 2.4 shows that since 1979 the holdings of 

the Federal Government's interest (mainly CBN holdings) 

has been declining with the proportion of the saving 

type institution rising overtime. 

CODESRIA
- LIB

RARY



·~R 

76 

77 

78 

79 

0 

81 

,s 

,a 

,a 

2 

3 

4 

5 

6 

7 

8 

9 

30 

68 

Finally, Table 2.5 shows that the holdings 

of insurance companies has also increase overtime, 

not reducing below the 1976 level in its fluctuations, 

however. 

Table 2.:. 9 Holdings of Nigeria's F .G. Development 

Stock in percentages 

FG'S SAVING BANKS STATE/ INSURANCE INDIVI- OTHERS 
SHARE TYPE LG'S COYS DUAL 

INST. 

36.l 49.1 10.0 0.4 2.7 0.1 1.6 

49.8 31.6 13.8 0.2 3.2 0.1 1.3 

58.5 30.9 6.5 0.1 3.2 0.1 0.6 

59.3 27.3 9.8 0.1 2.7 0.1 o. 7 

51. 8 27.5 17.2 0.1 2.7 0.1 0.7 

51. 7 33.1 10. 8 0.1 3.1 0.1. 1.1 

50.6 35.1 9.3 0.1 2.8 0.1 2.1 

50.6 36.5 7.9 0.1 2.7 0.1 2.1 

46.2 41.9 7.2 0.1 2.7 0.1 1.8 

41.2 42.4 10.0 0.1 3.5 0.2 2.7 

36.3 42.0 11.5 0.1 3.9 0.2 6 .o 

,35. 6 45.3 11.0 0.1 3.9 0.9 3.2 

33.4 49.1 8.8 0.3 4.6 0.2 3.6 

37.1 51.6 1.0 0.2 4.9 0.2 5.0 

37.0 51.5 2.3 1 3.9 0.2 4.3 

TOTAL 

100 

100 

100 

100 

· 100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

Source: Computed from Central Bank of Nigeria, Statistical 
Bulletin, Vol. 1, Nos 1 & 2 December, 1990. 
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CHAPTER THREE 

FINDINGS 

Data Collation and Regression Specification: 

,The researcher was able to collate the necessary 

data available from the Daily Official List of the 

NSE from 1961 to 1991. However, data for the 

equity stock securities available for collation 

ranged from 1973 to 1991. 

Above all, all the data used for analysis in 

order to enhance the reliability are secondarily 

sourced mainly from the Daily Official List (DOL) 

of the NSE, the statistical Bulletin of the Central 

Bank of Nigeria (CBN) and the International Financial 

Statistics (IFS) Year book. 

Furthermore, in order to enhance the validity 

of the data collected from the DOL of the NSE 

necessary adjustments were made for dividend payments 

(ex-div), script issues, bonui· issues and capital gain. 

This is in contrast to that of Soyode (1991) that· .... ' 

did not take cognisance of the necessary adjustments, 

but, would be used to compare our results in the 

course of our analysis. However, it must·be noted 
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that Soyode (1991) study was mainly to assess the 

impact of economic policies on the Capita.I Market 

and there was no specific need to adjust the 

variables for their "pure" value. 

Moreover, in collating our data, only equity 

stocks that paid out dividend during the corresponding 

years had its current price and dividend payout taken 

into consideration for computation of the Yield of 

the quoted securities. Furthermore, to enhance 

homogenity in the Loans, Debenture/Prefrence and 

Federal Government Stock Market, a unique norminal 

Par value_~! that captures mainly all the quoted 

securities was choosen in respective years of 

computation. The yield to maturity formula used was 

Ym = I+ PV - CP 

N 

PV + CP 

ll 

(i) 

as shown in the literature review of this study. 

Tables 3.1 and 3.2 shows the data compiled 

from the DOL of NSE for equity stocks and the 

debenture stock/bonds markets. 
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Table 3.1 Equity Stock Data Compilation 

YEAR DIVIDEN'i) STAN. ( 6) PRICES STAN.(o) YIELD 
DEV. DEV. 
(DIVIDEND) (PRICES) 

1973 21.25% 15.92 142.80 87.48 0.23 
1974 29.9% 25.0 113.04 87. 45 0.234 
1975 29.02% 16.13 154.42 76.75 0.182 
1976 34.44% 18.27 122.24 68.94 1.023 
1977 16.26% 5.96 69.68 25.11 0.084 
1978 13.30% 4.41 61.57 28.63 0.085 
1979 16.10% 5.88 80.22 41.48 0.132 
1980 20.2% 16.62 163.96 85.97 0.126 
1981 18.89% 11.09 62.56 33.62 0.123 
1982 20.4% 12.3 56. §_O 33.06 0.096 
1983 16.8% 11.64 6 3. '8'?.:' 40.23 0.0699 ~ - :,) 

1984 7.17 4.63 [63-:~. 37.46 0.112 
1985 8.72 6.97 '54-~32. 36.75 0.117 
1986 10.41 6.55 85.68 44.55 0.121 
1987 10.64 7.83 107.37 89.60 0.099 
1988 14.39 12.97 92.02 60.02 0.156 
1989 15.36 12.55 123.8 82.09 0.124 
1990 12.63 12.68 124.16 85.94 0.102 
1991 15.56 11.65 131.04 114.0 0.119 

Source: Daily Official List, NSE CODESRIA
- LIB
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,le 3.2: Computed data on Debentures Stock and Bonds, 
Industrial Loans and FG Development Stocks 

I 

5.5 
5.5 
5.98 
5.92 
5.84 

· 6 .19 
6.23 
6 .02 
5.91 
5.56 
5.88 
5.85 
5.92 
5.98 
5.87 
5.82 
5.79 
5.73 
6 .09 
6.01. 
6.26 
6.25 
6.61 
6.61 
6.32 
8.39 
8.66 
8.67 
9.37 

11.02 
11.27 

f;;;z':, -- ...... 

0In-l 
PV 

b"n-1 
Pv CP 

on-1 
cp N 

o. 48 100 0 100 0 12.5 
0.45 100 0 100 0 11.5 
0.93 100 0 93.50 22.75 11.4 
0.89 100 0 100. 60 1.80 9.8 
0.85 100 0 101.03 2.11 11.5 
1.02 100 0 100.80 1.97 10.6 
1.05 100 0 lOOi33 · 1. 42 9.97 
o. 92 100 0 100.32 1.07 9.72 
o. 86 100 0 100.08 1. 76 10. 6( 
0.38 100 0 100 0 12.11 
_o. 89 100 0 95.74 15.89 10.61 
o. 81 100 0 99.14 3.78 9.71 
0.94 200 0 198.09 7.57 10.27 
1.01 200 0 198.26 7.22 11.42 
0.81 200 0 198.30 7.15 10.45 
o. 83 200 0 199.64 2.22 10.54 
0.76 200 0 196.38 18.66 10.58 
0.27 200 0 196.14 19.31 10.60 
1.08 100 0 95.0l 6.94 9.89 
9. 95 100 0 95.95 3.89 10.10 
1.27 100 0 91.82 7.57 8 .03 
1.09 100 0 91.05 14.73 9.50 
1. 28 100 0 85.90 7.13 8.96 
1. 70 100 0 93.86 6.60 8.14 
1.22 100 0 81.49 10.78 7.71 
2.25 100 0 91.66 6.24 7.77 
2.46 100 0 92.38 11.98 7.80 
2.49 100 0 90.70 15.25 7.31 
3.15 100 0 92.13 12.00 6.57 
15.30 100 0 90.04 8.58 7.58 

4.75 100 0 85.72 17.00 6.37 

Source: Nigerian Stock Exchange 
Daily Official List 

6~-1 YIELD 

8 .09 0.00004 
8 .09 0.0005 
6.99 0.0059 · 
6.84 -0.00005 
6.93 -0.00084 
7.03 -0.0069 
6.78 -0.00267 
7.23 -0.00027 
7 .04 -0.00002 
7.19 0.00005 
6.89 0.00415 
6.75 O.Ob416 
6.69 0.00537 
6.72 0.000791 
6.65 0.000845 
6.76 0.000198 
6.86 o.qol754 
6.60 0.001866 
6.44 0.005237 
6.62 0.004153 
4.98 0.0107 
6.36 .0.00993 
5.32 0.01701 
7.02 0.12285 
5.26 0.0265 
5.10 0.0114 
5.54 0.0102 
5.56 0.01347 
5.09 0.01262 

10. 85 0.01398 
5.05 0.02433 

,, 
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Table 3.3 shows the data bank compilation of 

unadjusted variables, whose result would be used to 

compare the result derivable using the data collated 

in Table 3.1. The differences in the standard 

deviationof prices to a large extent could be 

attributed to the method of collation. 

Table 3.3 Soyode (1991) data compilations 

YEAR YIELD PRICES STAND. 
DEV. 
PRICES 

1980 0.127 70. 7 1.6157 

1981 0.123 73.8 0 

1982 0.097 80.2 1.4728 

1983 0.076 82.6 1.98955 

1984 0.086 82.8 2.9259 

1985 0.133 68.4 2.2996 

1986 0.096 87.9 1.7452 

1987 0.116 88.7 0.7452 

1988 0.113 98.7 0.7446 

1989 0.116 103.6 11.0559 

Source: Data Bank 

The regression specification used is 

yt = a + bPt + cFt + d Dt + E ••.•• (ii) 
0 
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Yields of. quoted securities 

Current Market PRice of Securities 

coe.fficient of pt 

Inflation rate 

Coefficient of Ft 

Dummy variable representing 
Company Dividend Policy 

regression c~efficient.of Dt 
inter~ of the specification 
Error~term of the Specification 

These are the various regression specification 

to be used in our analysis; 

Equity Stock Market 

yt = 
yt -

yt = 

yt = 
Using 

ao + 

ao + 

ao + 

ao + 

Soyode 

+ cFt + dbt t- E 

+ E 

. . . . . . . 

+ E .......... -. ... • ...... . 
cFt + E •••••••••••••••••• 

(1991) data 

( l) 

(2) 

(3) 

(4) 

ao· + Yt = bPt + cFt + dDt + E •.•••.. (5) 

ao + Yt = bP t + cF t + E • • • • • • • • • •. • • ( 6) 

ao + yt = ~pt + E •••••••••·••••••••••• (7) 

Yt. _ = ao + cFt .+ E •.• • • • • • • • • • • • • • • • • • •.• • • ('8),_. 

·-'". The_·, Loan, Preference, Debenture and. . ,: c, ... · ·-'1 ,-

·::-·-"Federal Government Development Stocks 

Yt = ao + bPt + cF· + 9-Dt; +·E . . . ~ . . . . . . . . (9) 
t Y,t = ao + bPt + cFt + E . . . . . . . . . . . . . . . . (10) 

Yt = ao + bPt + E . . . . . . . . . . . . . . . . . . . . . (11) 
Yt = ao + cFt + E ••••• : ••••••••••••••••• (12) 
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Analysis of all quoted securities 

Yt = ao + bPt + cF* + E . . . . . . . . . . . . (13) t 

yt = ao + bPt + cFt + E ............. fi4:) 
Yt = ao + bPt + E . . . . . . . . . . . . . . . . . . . . (15) 

where Ft * = Consumer Price Index-, (1985 = 100) 

In the course of analysis, emphasis would be 

laid on the correlation coefficient, the coefficient 

of multiple determination (R2 ) and the adjusted 

coefficient of multiple determination (R.2). The 

coefficient of multiple determination (R2 ) shows the 

proportion of the variation in Yt jointly explained 

by variation_s in the explanatory variables while the 

adjusted coefficient (R2 ) enhances com_parison more 

meaningful. Thus, Olayemi 

of the view that comparing 

and Olayide (1981) were 

-2 R across equations wi.th 

unequal nUillber of independent variables would be 

legitimate and we can know if the introduction 

o( additional variables has.r~ally improved the 

goodness of fit • 
. _ .. -

Moreover., a two-tailed test of statistical 
\ 

significance would be carried out at a 5% level of 

significance using t statistic. The null hypothesis 

a 

,, 
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would be 

u = 0 (3) 

and the alternate hypothesis 

; u ~ 0 •••••••••••••• (4) 

The decision rule is to accept the null hypothesis and 

reject the alternatve hypothesis if the Tabulated t 

is greater than computed t and vis visa. 

3.2 THE EQUITY STOCK DATA ANALYSIS 

Table 3.4 shows the data used for the regression 

equations to be analysed. 

Table 3.4 Equity stock regression data 

yt pt Dt Ft 
YEAR YIELD PRICE COMPANY INFLATION 

1973 0.23 142.80 1 5.4 
1974 0.234 113.04 1 13.4 
1975 0.182 156.42 1 33.9 
1976 1.023 122.24 1 21.2 
1977 0.084 69.68 1 15.4 
1978 0.085 61.57 1 16.6 
1979 0.132 80.22 1 11.8 
1980 0.126 "163.96 1 9.9 
1981 0.123 62.56 1 20. 9 
1982 0.096 56.60 1 7.7 
1983 0.0699 63.82 1 23.2 
1984 0.112 63.98 1 39.6 
1985 0.117 74.32 1 5.5 
1986 0.121 85.68 1 5.4 
1987 0.099 107.37 1 10.2 
'1988 o: 15Ei 92.02 1 38.3 
1989 0.124 123.80 1 40.9 
1990 0.102 124.16 1 7.5 
1991 0.119 131.04 1 5.9 

Source: NSE, Daily Official List 
CBN, Statistical Bulletin, 1991. 
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Table 3.5: Regression result of Equity Stocks 

·•.egress ion Constant Pt 
lfumber 

l -0.0326 0.0011 
(0.1727) (0.0015) 

2 -0.0145 0.0016 
(0.172) (0.0015) 

3 0.014 0.0016 
((0.149) (0.0014) 

4 0.1528 
(0.088) 

Ft 

0.0022 0.108 
(0.0043) (6.106) 

0.0015 
(0.004) 

0.0013 
(0.004) 

0.14 
*0.37 

0,079 
*0.28 

0.071 
·*0.27 

0.006 
*0.08 

Table 3.6 shows the regression result using Soyode 

Table 3.6: Results of Regression equations 
using Soyode (1991) data bank 

' 

~egress ion Constant pt 
~umber 

Ft Dt. 
R2 

5 0.1302 -0.00,6). -0.00@_2. 0.0035 0 •. 010 
(0.063) (0.0008) 0.00011 (0.015) *0.28 

6 o.1325 -0.0002 -0.0002 0.070 
(0.057) (0.0008) (0.0006) *0.26 

7 o.141 -0.0004 0.057 
(0.047) (0.0006) *0.24 

8. 0.114 -0.0003 - 0.056 
(O. 011). (0.004) *0 .• 24 

-2 
R 

-0.03 

-0,04 
-0.04 

0.017 

-0.05 

(1991) 

-2 R 

-0 •. 38 

-0.20 

-0.06 

-0.06 

n 

19 

19 

19 

19 

data. 

n 

10 

10 

10 

10 

Inspite of the smallness in the number of observations in 
rable 3. 6, the results would be· used. to -compare the _result of 
rable 3.5 
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(i) The Relationship between Yields and Prices 

Table 3.5 shows that there exists a positive 

relationship between Yields and current market prices 

o·f equity stock securities (see Regression No. li2 and 

3). Equation 3, however, captures the magnitude of this 

relationship effectively. It shows that a unit increase 

in Prices would only induce a 0.0016 increase in Yields 

of equity stock and the correlation coefficient shows that 

Prices on+yexplains the degree of its relationship with 

Yield to an extent of 27%. Consequently the variations 

in Yields explained or caused by variations in Prices 

is only 7.1%. Thus, based on the magnitude of the 

regression coefficient of Price in equation 3,we can 

deduce that the magnitude of price on Yields is infini­

testimal. 

However, using Soyode (1991) 's data, table 3.6 

shows that there exists a negative relationship between 

Yields and current market prices of equity stocks. But, 

because a negative ~ 2 is meaningless and has to be assumed to be 

·zero; we.·· ci:lnnot . compare the extent of variation with 

our results in Table 3. 5. · In fact, the disperi ty in 

the results of Table 3.5. and 3.6 could be attributed 

to the method of data collation and the smallness in the 
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number of observations used in Table 3.6. 

(ii) The Relationship between Yields and Inflation 

Table 3.5 depicts that there exists a positive 

relationship between Yields and Prices of equity stock 

securities (see regression euations 'l, 2 and 4). But, 

the magnitude of this relationship is also infinitesimal 

when the regression coefficient of 0.0013 (Equation 4) 

is considered. This shows that as inflation is increasing 

the magnitude of change of Yields would be by a proportion 

of 0.0013. This shows that if Pllices of shares are 

increasir:Igas the rate of inflation _" ·; increases, ·-the r.a-te 

of return reflecterd in Yield would only be increasing 

at a proportion of 0.0013 which shows that the rate.of 

returns would be very low. Thus, investments in 

equities may not be good hedges against inflation. 

Conversly, table 3.6 shows that there should exist 

a negative relationship between Yields and inflation. 

This means that as inflation is increasing, Yields of 

equity stock would be decreasing.by a magnitude of 0.003 

(see regression equation 8). Once again, one can consider 

the relative smallness of number of observations used 
' 

in Table 3.6 as not enhancing the chance of capturing the 

entire behaviour of the market when using unprocessed 

data as the case is. 
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Inspite of this, of utmost importance is the 

magnitude of the relationship which we could 

conclude to be very small. 

(iii) The Relationship :tetween Yields and Compat,y 
Divid·end Po'licy 

R<=.gressior. esuations 1 and S have s!.own tl,at 

th~e exists a positive relatior.sr.ip Let;,;een Yieldic; 

' 
and qualitative factors, captured by Comrany Dividend Policy. 

B\l:t; w:j.th··. a .regressio:r; .coefficient of. 0.108 and 
. ' - ... 

0.003S in equation 1 and 5, reic;pectively, we could say 

that indications sho~,;-s that qualitative factor could 

explain to an extent the variations in Yields, :tut, to a 

limited extent. 

(iv) · -st·atisticaT Test of S'ign·i·f·icanc·e 

Atove all, all the regr~.ssion equatior, coefficients 

of Table 3.5 tested at a 5% level of significance using 

a two tailed test Kith a degree of freedom (Df) of 17 

shm•,s tl:.at tl.ey are all statistically in5ignificant . 
. I-\ 

; 
Ho 

- H 
1 

()( 

At 0.05 level 

df = 

u = 0 

u I 0 

= 0.05 
tP(/2 = t 

o.025 
17 

Therefore, ta:tulated t - statiEtics = 2.110 
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Computed t = 

Regr Constant pt pt Dt 

l -0.189 o. 729 0.541 1.019 

2 -0.084 1.127 o. 364 

3 0.0933 1.142 

4 1.746 o. 314 

Consequently, for all coefficients aforementioned, 
since, tabulated t )' computed t, H

0 
"is accepted and H

1 
is rejected. This means that the regression coefficients 

are not statistically different from Zero. 

For Table 3.6 at the same level of significance 

using a_ two tailed test with a D f of 8; 

H ; 
0 

u = 0 

Ho ; u t 0 

Hl X = 0.05 

·At 0.05 level t~12 = 
df = 8 

Therefore, tabulated t ratio = 2.306 

Computed t = 

Regr No. Constant pt Ft 

5 2.0817 -0.283 -0.337 
6 2.30569 -o. 3?.'1 -o, ?.of::, 
7 2.983 - O· 6~8 
8 10.687 -0.689 

Dt 

0.233 

With the exception of the constant-coefficients in 

Regression equations 6, 7 and 8, for all other 

coefficients; 
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C ' ~ince. tabulated t ~ computed t 

H 
0 

is accepted and H
1 

is rejected. :But this·· is 

vis-visa for the constant coefficients in Regressior, 

equations 6, 7 and 8 • 

. In fact, a cursory look at tJ-,e correlation 

coefficients (*r) of regressior. equations 1 to 8 helps 

to give an insigl,t into the reason °1':hy all the coefficients 

.are statistically insignificant. The coefficients shov, 

that there exists a weak degree to whict) the dependent· 

variable, Y and the respective independent. varial:.le are t . 

related. Thus, there is a weak convariability J:.etween 

the ,~·varia.Eles 

3. 3 ThE LOAN PREFRh'NCE/DEBEN'l'URE, AND FEDERAL 

GOVJ;,RNMENT DI:.VLLOPHENT .S'TOCK ANALYSIS 

TaLle 3. 7 (a) shov.s t.l:.e data used for the regr EcssioL 

specification to be an·alysed .. The consun.er Price if~·ex 

(1985 = 100) was used as a proxy for inflation rate. CODESRIA
- LIB
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y pt D Ft t t 
YEAR y ]!,,:[:,D. . PRICE QUA-LI~'ATIVE INFLATION 

POLICY RATE 

1961 0.00004 100 1 7.4 
1962 o. 0000.S 100 1 7.8 
1963 0.0059 93. 50 1 7. 6 
1964 -0.00005 l00.60'J 1 7. 7 
1965 -0.00084 101.03 1 3.0 
196b -0 .0069 100 .80 .l 8.7 
1967 -0.00277 100.33 1 8.4 
lS.68 -0.00027 100. 32 1 ·8.4 
l~.f;i;l ;,:O,.OOQ02 100.08 1 9.2 
1970 o. 0000~ 100 1 10.5 
1971 0.0.00415 95. 7 4 1 ·12.2 
1972 0.00416 99.14 1 .12. 6 
1973 b .0053 7 198 .. 09 1 13.3 
1974 0.000791 l!,6 ,2b 1 15. 0 
197 5 O.OOOB45 198.30 1 20.0· 
1976 0.000198 199.64 1 24.9 
1977 0.001154 196.33 1 28.3 
1978 b.001866 196.14 1 34. 5 
1979 o. 005237 9S. 01 1 38.5 
1980 0.004153 95.95 1 42.3 
1981 0 •. 0·107 · Sl. 82 1 51.1 
1982 0.00993 ·Sl.05 1 67. 9 
1983 0.01701 85. 90 1 94.8 
1984 O .122·,3·5·; 93. 8 6 1 100.0 
1985 0.02(,5 81. 49 1 105.4 
1986 0.0114 91. 66 1 116.1 
1987 0.0102 5'2 • 3 8 1 160. 5 
1988 0.01347 90. 70 1 22 6 .2 
198 S 0.01262 92 .13 1 fl. a 
1990 0.01398 90.04 1 r,a 
1991 0.02433 85. 7 2 1 na 

Sources; 1 International Financial .statistic s 
Yeartook, 1990 

2 NSE, Daily Official List 
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The result of the regression equation of the 
aforementioned quoted securitie£ is ·give:n representation 

in Tal:,le 3.7 (l:,) 

Table 3.7(b) Results of Regression equations 

(Loan, r,reference & debenture stocks/Borrls) 

Regr Constant Prices 
.~o. 

pl 

9 0.028 -0.0001 
(0 ~ 17) (0.0001) 

10 0.0095 -5.805 
(0.014)". (0.0001) 

Inflation Quali­
tative 
factors 
Dt 

o.ooaes -0.0l 
(8.1 .. ) .. (0.009) 

o.00Q35 
(7.8 .. ). 

R 

*r 

o. 2 4 
*0.49 

0.16 
*O. 40 

-2 R n 

0.15 29 

0.10 29 

11 b.023 -o.oos! 
(9". 7- . ) 

o .o5·.-'o .'01 s ,31 
(0 .012) 

12 0.002 
(0.005). 

0.00235 
(7. 5. . ) 

*0 .. .22 

0 .15 
*0.39 

(i) · The Rela·tionship between Yields and Pric·es 

The regress1on equations of 9, 10 and 11 in 

0.12 29 

Tal:;le 3. 7 (b) shows that there exists a negative 

relationst,ip l:.etween Yields anci Pr ices of del:.enture/ 

developn.Ent stocks and bon(is on the NSE. To l:,e precisE, 

equation 11 sho"iis that a unit increase in Prices would 

result to a 0.0001 deer.ease in Yields of del:.enture, 

Preference and development stocks/l:.onds. Thus, the 

variation in Yield accountable to the variation in prices 

2 is to an extent of 1.5% as sho~n by the R The 

magnitude of this variaional impact is c:;uite small when 

<.o "'1J'GU"€;&. ,-h>. ~T 
O

• ~! 1 VL_f ~ h'oY\ -0_ 'Vl LLOi h.dn I 2. 
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'R.. 2. of 12. "/c. . 

(ii) TJ-,e Relationship l:et ... een Yields -and Inflation 

Equation 9, 10 and 12 gives analytical indicatior, 

that there. exists a Positive relationship letween Yields 

and Inflation of del:,entures, Freference and development 

stocks and bonds on the NEE. 
. -2 

Ir. fact, the R indicateE 

in equation 11 and 12 that the variation fn Yields of 

these securities is best explained by variation in 

inflation rather than in the current market prices. 

(iii) Th·e Relationshil between Yields and 
Cualitative fac ors 

Qualitative factors where represented in e,;uation 

9 as a duruny varial:,le Dt. The regression coefficient of 

the dummy variable in equation 9. indicates that there also 

exists a negative relationship between Yields and 

qualitative factors. 

consequently, the magnitude of it impact on Yield 

is relatively significant when comparing the regression 

coefficients of equation 9. · 

(iv J · Statisti·c·a·1 Test of Sign·ificanc·e 

At 

Taking equations 9, 10 and 12 

u = 

u I 
IX = o.os 

0.05 Level, t·.11(/2 
df = 27 

0 

0 

= 

'l'herefore, tabulated t = 2.052 
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Computed t ratio = 

Reg, Constant pl Ft Dt 
No. 

9 1. 606 -1.230 l .28S -1. 620 
10 Q. 6998 -0.58598 1,934 
12 0.41976 2.195 

Since for all coefficients (with the exception of 
·( ). 

he inflation coefficient in Equation 12) 
(. 

Computed t ( tabulated t, 

H
0 

is accepted and'). rejected. 

Cor.versly, for the inflation reagrcssion coefficient 

in equation 12 

2.195 > 20'-• ::u., 

Thus, H
0 

is rejected and tt
1 

is accepted. 

-However, taking equation 11; 

Ro ; u = 0 

Hl ; u I 0 

" = 0.05 

At · 0.05 level, 7,f/2 

df = 29 

Therefore tal:.ulated 
Computed t ratio 

Regr Constant P1 
No. 

= 

t = 
= 

11 1. 980 -1. 214 

t0.025 

2.045 

Since, Computed t < tabulated t 
~o is accepted and M1 rejected. 
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TLE. ANALYSIS OF ALL QUOTED 
ECURITIES ON ThE CAPITAL MAR:KBT 

'l.'able 3 .8 shows the Average Yields (AVEY) and 

Ayerage P'rices· (AVEP) computed from tables 3 .4 and 

3.7 (a). A simple average computation was used. Ly -the 

additior,
0
tields and Prices in tal:,les 3.·4 and 3.7a 

" together and dividing the result Ly t.;o. 

Table 3.8 Average Yields and :J.rices of Quoted Securities 
on the NSE 

YMR 

19f3 
1974 
197 5 
1976 -
1·974 
1978 
197·9 
1980 
1981 
1982 
1983 
1984 
1985 
198 6 
1987 
1988 
1989 
1990 
1.9.91 

AVEY 

0.117685 
0.117395 
0.091422 
0.511599 
0.042877 
·0.043433 
0.068618 
0.065077 
0.066850 
0.052965 
0.043455 
0.117425 
0.071750 
0.067700 
o. 054 600 
o.84735 
0.068310 
0.057990 

.. o.. 0716.65 

AVhl' 

170.44:i 
155. 650 
177.360 
160. S4 
133.03 
128.855 
87. 615 
129.955 
77 .190 
7J. 82 5 
74.860 
78. 920 
77. 905 
88. 67 
S5 .8 7 
91.3 6 

107. 965 
107 .100 

.. .108.380 

In order to fully analyse the impact of inflatioL, 

we would make use of the consumer price index (CPI) (1S85=100) 

in regression numLer 13 and 1!1,e CE!ii' s inflation rate in 

regression eguation 14. Table 3. 9 presents our result._ 
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Table 3, S Result 

securities 

. 
Regr. Constant 

No. 

13 -0. t,2 
(0. 13) 

14 -0, Ob6 
(0.09) 

1:, -0.047 
(0.077) 

r,­
- I . 

of Regression for 

or. the NSE. 

P.rice Inflation 

pt Ft 

0. 0014 0.0001 
(0. 0009) (0.000~) 

o. 0013 0.001 
(0. 0001) (0.002) 

0.0012 
(0.0007) 

all quoted 

R:i.. -2 
R n 

*r 

0.18 0.06 17 
*0.42 17 
0.19 0.09 
*0.44 19 

o. 18 0.13 19 
*O. 42 

(i) · '!'he Relationship betwecen Yields and Prices; 

E.quation 13, 14 and l:, above indicates the 

existence of a positive relationship tet1,;een Yields.and 

current market prices of quoted securities on the NSE.. 

A closer look at equation 15 st.ows that though Pr ice t.ae. 

a positive correlation coefficient of o.42, the extent 

to which variations in Yields are accountable to variations 

in current market prices is quite small at 18%. As a 

result, a unit increase in price would onl~, lead to a 

0.0012 increase in Yields of ~uoted securities. This 

magnitude is qµ:i.ice infinitestimal. 

Inspite of this, ho1,;ever, a comparative glance 

-2 
at the R of equation 13, 14 and 15 tends to show that 

prices are the best indicators to capture the variations 

in Yields rather than- inflation as equation 12 tends to 

show. 
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(ii) · The Relationship 1:,etween Yields and· ·Inflation 

Our regression results in Table 3. 9 show the 

existence of a positive relationship J:.etween Yields ar.d 

Inflation. The results show that using the consumer 

Price index (1S85 = 100) and CBN's reported inflationary 

rate, only slightly changes the regression coefficient. 

Thus, ec::uation 14 shows that a unit increase in inflation 

would lead to a 0.001 increase in Yields of quoted 

securities. Cor,seguently, if.:'.in the face of galloping 

inflation, prices of quoted securities increase in the 

same proportion, Yields .;ould only increase by a 

proportion of only 0.001. The magnitude of this impact 

is quite small and could induce investors r.ot to:lmr.est in 

quoted securities in the face of inflation. This:: is 

SUpfOrted J:.y Okigbo (19JO). 

(iii) · Statist:tca1· Test of· Significance; 

Taking equations. 14 and 15 which have the san:e 

degree of freedom (Df) • 

At 

'. -t 
.Ho ; 
·l 

_Hl ; 

l)t = 
0.05 level 

t~2 

d.f 

u = 0 

u 'F 0 

0.05 

of significance, 

= t0.025 
= 17 

Therefore, tabulated t = 2.110 
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Computed t = 

Regr. Constant 

14 -o. 7 66 
15 -0. GOS 

Consequmtly, for all coefficients, 

Computed t < tabulated t 

pt Ft 

1.877 . O. 5€5 
1. 913 

Thus, we accept the null hypothesis and reject the 

alternate hypothesis. 

Fu~therrrDre, for equat~on 13, 

Ii ; u = 0 
0 

hl ; ·iu ·'c 4 0 

« = 0.05 

At 0.05 level of significance, 

t~2 = 

= 15 

Therefore, ta}:;ulated t = 2.131 

Computed t = 
Regr. 
No 

13 

Constant 

1.54 0. 206 

From_ the for.egoing, we can· deduce that computed t.( 

Ea:fai:1iited l. This makes us accept the null hypothesis 

and reject the alternative hyfothesis. 

Nevertheless, the level of statistical insignificance 

of the independent variables could J:;e attributed to some 

factors, af(:ong these,.are, the low level of correlatior, 

coefficients, the low level of the coefficients of 

multiple.determination (R
2

) and its adjusted (R2
). 
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Fu_rthermore, the nature of the capital mar:ket in 

Nigeria c!nd the overall structure of the economy could 

be adjudged to influence the highly insignificant 

nature of the regression coefficients. i::o:i:·ode (1991) 

contended tr.at variations in tt.e responses of the 

capi.tal Jllclrkets are :mainly socio~cul tural factors 

which could hide economic factors. 

Moreover, Soyode advocated that the innate 

characteristics of the society in terms of savings, 

investment, gro"wtli and other economic and social 

varia~les are worthy to be noted, 

(iv). The relative importance of the explanatory variables 

In order to objectively measure the relative 

importance of the explanatory varial:.Ies in the specification, 

namely Frices and Inflation, ,.,e would compute the beta 

coefficients of e&cli explanatory variable. 

E. ~ -= 
J 

Notati"ons 

where 

where X. = 
J 

yy 

E. 
J 

[ 

s. 

~J 

= Beta coefficient 

l:,j 

s . 
Regressior. coefficie,nt of X. 

J 

XJ = Standard deviation of X. 
S = Standard deviatior. of yJ 
~planatory variatle 

dependent variable (Yield) 
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Computing from our data lase used for equations 

14 and 1~ we n~~.ive;, 
.. 

= 

: s -· . . s . 
... . Y. . . . .... P. ... 

s 
.f 

. b bf 
p. - .. 

0~~06 · 34.24 12.lci 0.0013 0.001 . 
• • • • • • • • • • • • • • • • , • • • ~ • • • • • • • • • '· ! • • • • • • 

of price~ 

= 0.22 

Conversly, the Leta coefficient of Inflation 

. gf = l:..f r- ~ 1 · 
L :: J 

= o.os9 
The result of the beta coefficients sho-ws that :P~·ices 

are. relatively more ·im:F<Jrtant· t:ban inflation in explaining. 
. . 

variations· in Yields of quoted sec-qr ities. This arises 

because a > · :a·· · 
P· f •. 
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CHAPTER FOUR 

SUMMARY, CONCLUSION AND 

RECOMMENDATIONS 

4.1 SUMMARY AND CONCLUSION 

·The major objective of this study was to 

determine whatever relationships exist between yields· 

and prices of quoted securities in the Nigerian capital 

market. In the course of determining this relationship 

the researcher, was also to determine the rel'ationship's 

magnitude. 

Thtis based on our objectives, our findings show 

that there exlsts a positive relationship between 

yields and prices of quoted securities in Nigeria. 

Empirically, however, this positive relationship is 

weak and in terms of magnitude very small as shown in 

Table 3.5 and 3.9. 

The. study has also shown the relative importance 

of current market prices over inflation in explaining 

the variations in y.:j..elds of quoted securities. 

However, when we disaggregate the quoted securities 

to consist only of loan) Preference shares, debentures 

and Federal Government stocks and bonds, a different 
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relationship is observed~, Table 3.7(b) shows that 

the aforementioned securities when considered singly 

reflects a regative relationship between yields and 

prices. This relationship is also experienced when we 

use unadjusted data o.f equity securities as shown in 

Table 3.6. 

Furthermore, we have observed that there exists 

a positive relationship between Yields and Inflation. 

However, when considering all other securities with the 

exception of equity stock, we still observed a positive 

relationship. But, when unadjusted data was used the 

relationship changed to reflect a negative relationship. 

This has shown that quoted securities are not good 

hedges against inflation. When inflation increases, 

we would expect prices to increase in the same proportion. 

Consequently, as prices increase the stock holders would 

be expecting a higher rate of yield on their respective 

investment. But, far from this, Table 3.7(b) shows that 

as prices increase, yields in turn fall. This gives 

indication of a distorted price 'mechanism within the 

Nigerian Capital Market. 
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Moreover, we know that rational behaviour demands 

the maximization of utility from any given portfolio 

investment. However, in a situation where prices increase 

and yields decline we.may expect rational investors to 

disinvest. But, the situation in Nigeria where 

government mandates the Pension Fund, Saving type 

institutions, Insurance Companies and Banks to take up 

a sizeable proportion of Development Stocks has 

inhibited this. For instance, the Insurance Decree 

mandates that at least 25% of premium collected locally 

must be invested in Development Stocks. 

Conversly, the study observed the existence of a 

positive relationship between yields and qualitative 

factors such as company, dividend policy in our equity 

stock analysis, and unadjusted data (Table 3.6). 

, However,. a negative relationship between yields and 

qualitative factors is observed with loans, Preference 

shares,' debenture stocks and bonds. 

Above all, in the course of this study it was 

observed th,at the tests of statistical significance of 

our regression coefficients show that they were 

statistically insignificant. In fact, the study 
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attributed the high level of insignificance of our 

regression coefficients to the low levels of correlation, 

the coefficient of multiple determination and its adjusted 

coefficient. This give·s the premise of price and market 

distortiens in the Nigerian Capital Market. 

As·a result, the implications of this study for 

policy makers, investors, stockbrokers and institutions 

of the Capital Market cannot be overemphasised. Analysing 

from the policy makers point of view, the findings of this 

study have shown that the regulatory functions of the 

institutions of the market have created price and market 

distortions. This arose because market forces have not· 

been allowed·to effectively allocate resources on the 

floors of the Stock Exchange. Consequently, socio­

cultural factors rather than economic factors still 

explain t6 a large extent the behaviour pattern of the 

Capital Market. 

Conversly, this study has shown that investors have 

to be very careful in investing in quoted securities, 

if their main objective is the returns which they can 

obtain from their investments. However, if their major 

objective is to maintain a moderate rate of returns 

and capital gains as experienced in the capital market, 
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then this study shows that in the advent of price 

increases the magnitude of change in yields is infinitestimal. 

To the stockbroker, the study has shown that given the 

market imperfection a clamour for increases in prices 

of quoted securities cannot be achieved without a total 

deregulation of the market. 

4.2 RECOMMENDATIONS 

Bearing in mind the findings of the study anchored 

on the objectives of the study, the researcher recommends 

that; 

Inspite of the fact that the government has 

constituted a committee to look into the modalities of 

deregulating the capital market, the government should 

as a matter of policy accelerate the immediate deregulation 

of Nigeria's Capital market. 

Our premise for this recommendation is based 

on Okigbo (1980) 's study where he showed that majority 

of Nigerians invest in quoted securities because of the 

yield acruable to them. However, our study has shown 

that variations in yields explained by variations in prices 

of quoted securities is highly infinitestimal. 
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Furthermore, there is a need for a mass education 

of Nigerians o·n the workings of the Capital Market as a 

result of the aftermath of th~ total deregulation of the 

Capital Market. Because. our study has shown that 

increases in prices of quoted securities do not reflect a 

proportional increase in yields of quoted securities. 

The magnitude of change has been shown to be very.· 

infinitesimal at a rate of 0.0013. 

Finally, as a need' for further study another 

functional form like the Log or root specificat:i,on could 

be specified. 

j 

. ' 
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